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REVIEW AND ANALYSIS 
CERTIFICATE OF NEED APPLICATION 

# CN1312-050 
 

Opening Remarks on the Project 
 

Pursuant to and in accordance with Tennessee Code Annotated (TCA) § 68-11-1608 and 
Rules of the Health Services and Development Agency including the Criteria and Standards 
for Certificate of Need (2000 Edition, Tennessee's Health Guidelines for Growth, prepared 
by the Health Planning Commission) [hereinafter Guidelines for Growth], staff of the 
Tennessee Department of Mental Health and Substance Abuse Services (TDMHSAS), the 
licensing agency, have reviewed and analyzed the application for a Certificate of Need 
submitted by Mr. Mike Garone, Director of Development (Strategic Behavioral Health, LLC) 
on behalf of SBH-Kingsport, LLC, a wholly owned subsidiary of Strategic Behavioral Health, 
LLC, an inpatient psychiatric hospital company based in Memphis, Tennessee with seven 
(7) psychiatric hospitals through subsidiaries in Colorado, Nevada, New Mexico, and North 
Carolina.  The Applicant reports that the owners of Dobbs Management Services, Inc., who 
will assist with the funding for this project, represent the majority ownership of Strategic 
Behavioral Health, LLC.  The application is for the establishment of a new, freestanding, 
seventy-two (72)-bed psychiatric (mental health) hospital to be located at unaddressed 
property at the end of Executive Park Boulevard, south of the intersection of that street and 
East Stone Drive in Kingsport, Sullivan County, Tennessee.  The Applicant reports that the 
proposed facility, if approved, will be Strategic Behavioral Health's first hospital in its home 
state.  The Applicant also reports that there is a "significant need for additional inpatient 
psychiatric bed resources in this service area, particularly as it pertains to children and 
adolescents."  The Applicant's proposed service area is a two-county area of Tennessee:  
Hawkins and Sullivan; and a three-county area of Virginia:  Lee, Scott, and Wise.   
 

The report has three (3) parts: 
 

A. Summary of Project 
B. Conclusions 
C. Analysis - in three (3) parts: 
 
 

Need 
Evaluated by the following general 
factors: 
a. Relationship to any existing 
applicable plans; 
b. Population to be served; 
c. Existing or Certified Services 
or Institutions; 
d. Reasonableness of the service 
area; 
e. Special needs of the service 
area population (particularly 
women, racial and ethnic 
minorities, and low-income 
groups); 
f. Comparison of utilization/ 
occupancy trends and services 
offered by other area providers; 
g. Extent to which Medicare, 
Medicaid, and medically indigent 
patients will be served; and 
h. Additional factors specified in 
the Tennessee's Health Guidelines 
for Growth publication for this type 
of facility. 

Economic Feasibility 
Evaluated by the following 
general factors: 
a. Whether adequate funds 
are available to complete the 
project; 
b. Reasonableness of 
costs; 
c. Anticipated revenue and 
the impact on existing 
patient charges; 
d. Participation in 
state/federal revenue 
programs; 
e. Alternatives considered; 
f. Availability of less costly 
or more effective alternative 
methods; and 
g. Additional factors 
specified in the Tennessee's 
Health Guidelines for Growth 
publication. 

Contribution to the Orderly 
Development of         

Health Care 
Evaluated by the following general 
factors: 
a. Relationship to the existing 
health care system (i.e., transfer 
agreements, contractual 
agreements for health services, 
and affiliation of the project with  
health professional schools); 
b. Positive or negative effects 
attributed to duplication or 
competition; 
c. Availability and accessibility of 
human resources required; 
d. Quality of the project in 
relation to applicable governmental 
or professional standards; and   
e. Additional factors specified in 
the Tennessee's Health Guidelines 
for Growth publication. 
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A. SUMMARY OF PROJECT 
 
Submission of Application 
 
Mr. Mike Garone, Director of Development (Strategic Behavioral Health, LLC) has 
submitted, on behalf of SBH-Kingsport, LLC, a wholly owned subsidiary of Strategic 
Behavioral Health, LLC, whose majority ownership are the owners of Dobbs 
Management Services, Inc., an application for a Certificate of Need seeking to 
establish a new, freestanding seventy-two (72)-bed psychiatric (mental health) 
hospital (SBH-Kingsport, LLC) to be located at unaddressed property at the end of 
Executive Park Boulevard, south of the intersection of that street and East Stone 
Drive in Kingsport, Sullivan County, Tennessee.  The distribution of proposed beds 
is as follows:  eighteen (18) adult psychiatric beds (for those 18-64 years of age); 
sixteen (16) geriatric psychiatric (gero-psych) beds (for those 65+ years of age); 
twenty-eight (28)  child and adolescent beds (for those 5-17 years of age); and ten 
(10) chemical dependency beds (for adults).  
 
Applicant Profile, Ownership, Management, and Licensure  
 
The Applicant Profile indicates that the Legal Interest in the Site of the Institution 
(Item 6.) is "Option to Purchase" (Item 6.B.).  The Applicant submitted a Purchase 
and Sale Agreement in Supplemental #1.  The type of institution is "Mental Health 
Hospital" (Item 7.F.) and the purpose of review is "New Institution" (Item 8.A.) and 
"Initiation of Health Care Service as defined in TCA § 68-11-1607(4) of Psychiatric 
Services" (Item 8.D.). 
 
The Applicant Profile also shows that the Owner of the Facility, Agency or Institution 
is SBH-Kingsport, LLC (Item 3.).  Item 9. of the Applicant Profile shows the bed 
complement as noted previously eighteen (18) adult psychiatric beds (for those 18-
64 years of age); sixteen (16) geriatric psychiatric (gero-psych) beds (for those 65+ 
years of age); twenty-eight (28)  child and adolescent beds (for those 5-17 years of 
age); and ten (10) chemical dependency beds (for adults); all of which are proposed 
beds since this project is for a new facility. 
 
There is no separate management/operating entity (Item 5.).  In Supplemental #1, 
the Applicant confirms that there are no management fees associated with this 
project. 
 
Since the Applicant is applying for a new facility, there is no current license.  If the 
project is approved, the facility would be licensed by the Department of Mental 
Health and Substance Abuse Services. 
 
The Proposed Project 
 
As noted, the Applicant seeks to establish a new, freestanding, seventy-two (72)-bed 
psychiatric (mental health) hospital, which would be, as the Applicant reports, the 
Applicant's first in its home state of Tennessee.  As explained in Supplemental #1, 
the focus is on providing quality behavioral healthcare for children, adolescents, 
adults, and seniors with a program focus on compassion, empathy, and 
perseverance for patients and their families.  Existing facilities are accredited by 
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either the Joint Commission or the Commission on Accreditation of Rehabilitation 
Facilities (CARF) and are in good standing with the department of licensure within 
their respective state (names and locations of these facilities are in Supplemental 
#1).  As explained on Pages 5-6 of the application, the proposed facility will follow 
the company's philosophy of care and be a one-story, 52,263 square foot facility with 
patient units, a gymnasium, classrooms, administrative suites, and assessment and 
outpatient suites.  The patient rooms are double-occupancy and served by an 
adjacent bathroom.  The gero-psych unit will have a living room, group room, doctor 
office, seclusion room, and a centrally-located nurses' station.  Other inpatient beds 
are separated into four (4) units:  two with eighteen beds each and two with ten beds 
each.  Each of these units will house a dayroom and a consultation office.  The two 
acute units will share a nurses' station, medication room, and seclusion room.  The 
child and adolescent patients will be served by two classrooms.  A full-service 
kitchen is planned with an adjacent dining room that can be divided into two 
separate spaces.  The gymnasium will be available to all patients.  The 
administrative, assessment, and outpatient suites will be individually secure from 
each other and the rest of the facility.  The administrative suite will also include 
offices and a large conference area.  The Applicant reports that fixtures, hardware, 
and finishes have been selected with patient safety as the critical factor.  On Pages 
4 and 6, the Applicant explains that there is a "significant need" for additional 
inpatient psychiatric beds in the proposed service area, particularly as it pertains to 
children and adolescents because there are only twelve (12) existing inpatient 
psychiatric beds (in Bristol) and Sullivan County is the most populous county in 
upper East Tennessee and Kingsport is the biggest municipality in the service area.  
Further, the Applicant reports that, to the best of its knowledge, there are no 
dedicated child and adolescent psychiatric beds reported for the proposed service 
area.  On Page 7, the Applicant notes the closure of Indian Path Pavilion (sometime 
in 2009), which resulted in "no sizeable provider of inpatient psychiatric beds" in the 
proposed service area.  It is also noted that the closure of Indian Path Pavilion was 
related to a Certificate of Need project of Mountain States Health Alliance and the 
Woodridge psychiatric facility in Johnson City, Washington County, Tennessee.  On 
Page 14 of the application, the Applicant reports that Sullivan and Hawkins counties 
account for more than seventy percent (70%) of the population in the service area, 
and it is appropriate for the proposed facility to be based in the most densely 
populated area of the proposed service area.  Further, in Supplemental #1 the 
Applicant explains that it seeks to serve the area with the most need and where 
there are no other facilities, especially since the closure of Indian Path Pavilion and 
the State's Lakeshore Mental Health Institute (Knoxville).  Also in Supplemental #1, 
the Applicant was asked to clarify why it did not include Washington County in its 
service area, especially since Sullivan and Washington Counties share economic 
links and are close in proximity to each other.  The Applicant responded that it seeks 
to serve the area with the most need and where there are no other facilities and that 
"Washington County has Woodridge Hospital in Johnson City to serve its needs."  
The potential impact of this project on existing resources will be discussed later in 
this report. 
 
The Applicant reports that there is no major medical equipment involved in the 
project.  
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The Applicant reports a total estimated project cost (Application, Page 20) of 
$11,717,915.00 (excluding the CON application filing fee); with construction costs of 
$8,000,002.00; preparation of site costs of $675,000.00, architectural and 
engineering fees of $267,000.00, acquisition of site costs of $925,000.00; moveable 
equipment costs of $100,000.00; fixed equipment costs of $660,000.00; and 
financing costs and fees of $787,607.00.  The anticipated date the project will be 
100% complete (approved for occupancy) is November 1, 2015.  The issuance of a 
license is expected to occur on November 15, 2015 and the initiation of services is 
expected to occur on November 16, 2015 (Application, Page 22). 
 
Service Areas 
 
The Applicant's proposed service area is a two-county area of Tennessee:  Hawkins 
and Sullivan; and a three-county area of Virginia:  Lee, Scott, and Wise.   
 
 
B. CONCLUSIONS 
 
As previously stated, if the application is approved, the facility would be licensed by 
the TDMHSAS.  Several staff members of TDMHSAS have been consulted and 
contributed to this report.  We have concerns supporting approval of the scope and 
size of the proposed project for the following reasons: 
 
1. A note about inpatient psychiatric beds.  As mentioned in reports for other 

CON applications, the Guidelines for Growth publication specifies a formula of 
thirty (30) beds per a population of one hundred thousand (100,000) to 
determine the need for inpatient psychiatric beds.  As also mentioned in those 
reports, in practice, application of the formula has often resulted, but does not 
always result, in an underestimation of the number of inpatient psychiatric 
beds needed due to the impact of other factors on bed utilization, including:  
the willingness of the provider to accept emergency involuntary admissions; 
the extent to which the provider serves the TennCare population and/or the 
indigent population; and the number of beds designated as "specialty" beds 
(gero-psychiatric units or units established to treat patients with specific 
diagnoses).  These factors limit the availability of beds for the general 
population, as well as for specialty populations, depending on how the beds 
are distributed.  Additional factors include taking into consideration not only 
the number of existing beds in the proposed service area, but the utilization of 
those beds and the TDMHSAS' strong support for serving people, if and when 
possible, in the community in which they live to increase the potential 
involvement of family, the individual's support system, and access to other 
needed services, including aftercare services. 

 
2.  There may not be a Need for all proposed beds as described in further detail 

in Section C.1.  As noted, the Guidelines for Growth publication specifies a 
formula of thirty (30) beds per a population of one hundred thousand 
(100,000) to determine the need for inpatient psychiatric beds.  The 
Applicant's proposed service area consists of a two-county area in 
Tennessee:  Hawkins and Sullivan and a three-county area in Virginia:  Lee, 
Scott, and Wise.  As we have seen before, there are many ways to assess 
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need:  different service areas (primary service areas, secondary service 
areas, and so on); different population numbers (U.S. Census, state 
population numbers, current, projected future, and so on); and different 
numbers of existing resources.  Each of these calculations frequently has a 
different result.  As we have also seen, numbers alone are not the full picture 
of need. One has to consider the composition of existing inpatient psychiatric 
beds and the utilization of existing inpatient psychiatric beds.  If existing 
inpatient psychiatric beds are underutilized, even though the numbers might 
show a need, there may not be a need.  There may be a need for one type of 
bed, but not another.  There might be a need for additional resources in the 
proposed service area, but not of the scope and size being proposed.  As will 
be shown in Section C.1., several calculations were performed, each showing 
a different result, but all showing less of a need than what is being proposed.  
The Applicant indicates that it will serve voluntary and involuntary, uninsured, 
and indigent, but there are some concerns about the Applicant's 
understanding of involuntary commitments. 

 
3. Economic Feasibility has been established as described in further detail in 

Section C.2.  The cost of the proposed project appears to be reasonable and 
the project can be completed in a timely manner.  The Applicant indicates that 
funding for the project will be developed with the assistance of Dobbs 
Management Services, LLC and the project will be funded through cash, a 
credit line with Fifth Third Bank (documentation submitted in Supplemental 
#1) and net cash flows from existing operations (documentation submitted in 
Supplemental #1).  It is reported that Strategic Behavioral Health, LLC, the 
parent company of the Applicant, is a "well-capitalized, financially successful 
psychiatric hospital development and management company" who had a 
consolidated annual net revenue of approximately $50.7 million as of 
December 31, 2012.  As noted earlier, Strategic Behavioral Health, LLC, the 
parent company of the Applicant, operates seven (7) psychiatric hospitals 
through subsidiaries in Colorado, Nevada, New Mexico, and North Carolina 
and has another facility under development in College Station, Texas.  
Overall, adequate funding appears to be available and projected gross 
operating revenue of $14,154,600.00 in Year 1 and $28,023,800.00 in Year 2, 
and adjusted Net Operating Income of $676,853.00 in Year 2 (a loss of 
$1,334,340.00 is reported for Year 1) appear to be sufficient to ensure the 
economic feasibility of the project.  The Applicant reports that its financial 
analysis has taken into account any short-term losses that may occur during 
ramp-up and it is confident that financial viability will be ensured within two 
years and positive cash flow will develop in the second year.  The Applicant 
attributes this to the parent company's experience in its numerous other 
hospitals and the hospital projects it has completed over the last eight years. 

 
4. The project may not contribute to the orderly development of healthcare as 

described in further detail in Section C.3.  Since this application is for a new 
facility, the Applicant has indicated that it will seek appropriate licensure, 
certification, and accreditation for the proposed facility.  The Applicant states 
that it will meet all applicable licensure regulations of the licensing agency 
(TDMHSAS) as well as any required by the Department of Health.  Further, 
the Applicant reports that it intends to be accredited by the Joint Commission.  
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The Applicant also states that it will meet all applicable licensure for 
personnel and staffing requirements for inpatient psychiatric facilities and 
understands and has reviewed all licensing and certification requirements of 
the State of Tennessee for medical or clinical staff.  The Applicant submitted 
Anticipated Staffing Patterns for "Build Year" and "Year 2" on unnumbered 
pages of the main part of the application and a staffing chart submitted in 
Supplemental #2 that shows FTEs by position type.  The Applicant reports 
that it will have sufficient access to human resources needed for the project.  
While it is difficult to follow the staffing pattern due to formatting and the use 
of some acronyms, it does appear that the reported staffing plan would meet 
the TDMHSAS licensing requirements for this type of facility.  Department 
staff were not able to find the requested comparison of clinical staff salaries in 
the proposal to prevailing wage patterns in the service area as published by 
the Tennessee Department of Labor and Workforce Development and/or 
other documented sources (#3 on Page 27 of the application).  While the 
submitted Anticipated Staffing Patterns for "Build Year" and "Year 2" do show 
what appear to be hourly rates per position type, there is no corresponding 
comparison to prevailing wage patterns.  The Projected Data Chart shows 
total expenses for "Salaries and Wages" of $3,388,492.00 (Year 1) and 
$5,628,936.00 (Year 2) with $105,000.00 listed for "Physician's Salaries and 
Wages" for Year 1 and the same in Year 2.  This data is insufficient to make 
the requested comparison, so it is not clear if the proposed salaries are 
reasonable in comparison to prevailing wage patterns.  Since this is an 
application for a new facility, there are no transfer agreements in place and 
there is no current participation in the training of students through internships, 
residencies, and other such programs, but the Applicant reports that it has 
plans to have transfer agreements with local area hospitals such as Wellmont 
Holston Medical Center in Kingsport and the parent company has a history of 
working with all agencies and other providers to provide a "collaborative 
process to analyze and reduce barriers to access and service delivery" and it 
plans to participate in the training of students and is open to collaborating with 
area nursing schools and other healthcare training and education providers.  
As noted in the HSDA Staff summary and the application, the proposed 
facility will be classified as an Institute for Mental Disease (IMD), which 
means that the cost of patient care for TennCare enrollees aged 21-64 years 
will be reimbursed using 100% state funds.  The full impact on similar 
services supported by state appropriations has not been determined.  As will 
be explained later in this report, there are concerns that the scope and size of 
the proposed project will have a negative impact on existing resources in 
contiguous counties that are economically linked to those of the proposed 
project. 

 
C. ANALYSIS 
 
1. Need  
 
There may not be a need for all proposed beds 
 
As has been previously stated, the application of the formula (30 beds per 100,000 
population) has often resulted in an underestimation of the number of inpatient 
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psychiatric beds needed due to the impact of other factors on bed utilization, 
including:  the willingness of the provider to accept emergency involuntary 
admissions; the extent to which the provider serves the TennCare population and/or 
the indigent population; and the number of beds designated as "specialty" beds 
(gero-psychiatric units or units established to treat patients with specific diagnoses).  
These factors limit the availability of beds for the general population, as well as for 
specialty populations, depending on how the beds are distributed. Additional factors 
include taking into consideration not only the number of existing beds in the 
proposed service area, but the utilization of those beds and the TDMHSAS' strong 
support for serving people, if and when possible, in the community in which they live 
to increase the potential involvement of family, the individual's support system, and 
access to other needed services, including aftercare services.   
 
Reviewing and taking into consideration the factors noted above, some calculations 
show an apparent need for fewer inpatient psychiatric beds than the number 
proposed by the Applicant and some calculations show a surplus, so no need.   
 
Number Of Existing Beds  
 
The Applicant reports that there are only twelve (12) inpatient psychiatric beds in the 
proposed service area.  Staff of the TDMHSAS found that Ridgeview Pavilion 
located in Bristol, Virginia has twenty-eight (28) adult inpatient psychiatric beds.  
These beds should be included because the proposed service area includes areas 
of Virginia, bringing the total number of existing beds to forty (40).  Furthermore, due 
to the close proximity of Washington and Greene Counties (Tennessee) and the 
economic links of those Counties to the proposed service area, existing resources in 
those areas should also be taken into consideration.  There is a sixteen (16)-bed 
gero-psych unit at Takoma Regional Hospital in Greene County, Tennessee and an 
eighty-four (84)-bed psychiatric hospital (Woodridge Psychiatric Hospital) in 
Washington County, Tennessee.  This would add one hundred (100) inpatient 
psychiatric beds to the number in existence, bringing the total number to one 
hundred forty (140).   
 
Tennessee Population Numbers (as reported in the HSDA Staff Summary) 
 
As shown in the HSDA Staff Summary, using the population estimates prepared by 
the Department of Health and applying the bed need formula (population x 30 ÷ 
100,000), bed need is as follows --- without adjusting for existing beds: 
 
Total Tennessee Counties (Hawkins and Sullivan) Population - CY2014 and CY2018 
 
2014 Total Population for Tennessee Counties (Hawkins and Sullivan): 
 
216,484 x 30 ÷ 100,000 = 65 (64.9 rounded) 
 
2018 Total Population for Tennessee Counties (Hawkins and Sullivan): 
 
219,300 x 30 ÷ 100,000 = 66 (65.8 rounded) 
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Factoring in the Applicant's Submitted Virginia Population Numbers 
 
The Applicant submitted QuickFacts from the U.S. Census Bureau for the three-
county area in Virginia which show population numbers as follows:   
 
Lee County, VA:  25,474 (2012 estimate);  
Scott County, VA:  22,781 (2012 estimate); and  
Wise County, VA:  40,918 (2012 estimate)  
 
for a total Virginia service area population of 89,173.  However, when the numbers 
presented on Page 13 of the application (the same as those in Supplemental #2) are 
added together, the total is 89,725.   
 
The 89,173 number was used for all calculations shown below. 
 
The Applicant also submitted a chart on Page 13 of the application showing 
"Population of Service Area" which shows totals for the five-county service area 
(both Tennessee and Virginia).  In the narrative part of that same page, the 
Applicant indicates that only twelve (12) inpatient psychiatric beds exist in the 
proposed service area, at Bristol Regional Medical Center in Bristol, Tennessee.  As 
discussed above, there are an additional twenty-eight (28) beds (those in Bristol, 
VA) that should be included since the Applicant includes Virginia in the proposed 
service area.  When doing so, the total number of existing inpatient psychiatric beds 
in the proposed five-county service area (Tennessee and Virginia) is forty (40).  
When applying the Tennessee criteria of 30 beds per 100,000 population to the total 
(TN and VA) population numbers used by the Applicant (281,133 x 30 ÷ 100,000), 
there is a need of 84 inpatient psychiatric beds for all ages used on the Applicant's 
chart.   
 
If using the number of existing beds reported by the Applicant -- 12, and 84 are 
needed [282,133 x 30 ÷ 100,000], then it does appear that there is an unmet need of 
72 beds and the proposed project would meet that need. 
 
AMENDED June 20, 2014 
If 40 beds exist, the population number needs to increase by the population of 
Bristol, VA (17,728 in 2013 [estimated]), then 90 [89.6 rounded] beds would be 
needed [281,133 + 17,728 = 298,861 x 30 ÷ 100,000], and there would be an unmet 
need of 50 beds; however, the project is proposing 72 total beds, a number greater 
than the apparent unmet need.   
 
SECOND AMENDMENT June 20, 2014 
If 140 beds exist, the population number needs to increase by the populations of 
both Greene and Washington Counties (200,773 in 2014), then 150 [149.89 
rounded] beds would be needed [281,133 + 17,728 + 200,773 = 499,634 x 30 ÷ 
100,000], and there would be an unmet need of 10 beds; however, the project is 
proposing 72 total beds, a number greater than the apparent unmet need.   
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Applicant's Updated Population Numbers 
 
In Supplemental #2, in response to a request from HSDA staff, the Applicant 
submitted an updated chart and a revised narrative using updated population 
numbers.  It is noted that only the Tennessee numbers were updated, the Virginia 
numbers remained the same.  When using the updated TN and VA population 
numbers (296,929 x 30 ÷ 100,000), the result is a need of 89 inpatient psychiatric 
beds for all ages used on the Applicant's updated chart.   
 
If using the number of existing beds reported by the Applicant -- 12, and 89 are 
needed [296,929 x 30 ÷ 100,000], then it does appear that there is an unmet need of 
77 beds and the proposed project would come close to meeting that need. 
 
AMENDED June 20, 2014 
If 40 beds exist, the population number needs to increase by the population of 
Bristol, VA (17,553 in 2018 [estimated]), then 94 [94.3 rounded] beds would be 
needed [296,929 + 17,553 = 314,482 x 30 ÷ 100,000], and there would be an unmet 
need of 54 beds; however, as noted, the project is proposing 72 total beds, a 
number greater than the apparent unmet need.    
 
SECOND AMENDMENT June 20, 2014 
If 140 beds exist, the population number needs to increase by the populations of 
both Greene and Washington Counties (209,964 in 2018), then 157 [157.33 
rounded] beds would be needed [296,929 + 17,553 + 209,964 = 524,446 x 30 ÷ 
100,000], and there would be an unmet need of 17 beds; however, as noted, the 
project is proposing 72 total beds, a number greater than the apparent unmet need.   
 
Using the University of Tennessee Center for Business and Economic Research 
Population Project Data Files' Population Numbers and Factoring in the Virginia 
Population Numbers 
 
When using the 2014 and 2018 population numbers from the University of 
Tennessee Center for Business and Economic Research Population Projection Data 
Files (2010-2020), combined with the Virginia population numbers noted above, the 
calculations tell a different story:   
 
2014 TN population 216,484 + VA population 89,173 = 305,657 x 30 ÷ 100,000 = 92 
(91.69 rounded) 
 
If using the number of existing beds reported by the Applicant -- 12, and 92 are 
needed [216,484 + 89,173 = 305,657 x 30 ÷ 100,000], then it does appear that there 
is an unmet need of 80 beds and the proposed project would come close to meeting 
that need. 
 
AMENDED June 20, 2014 
If 40 beds exist, the population number needs to increase by the population of 
Bristol, VA (17,728 in 2013 [estimated]), then 97 [97.01 rounded] beds would be 
needed [216,484 + 89,173 + 17,728 = 323,385 x 30 ÷ 100,000], and there would be 
an unmet need of 57 beds; however, as noted, the project is proposing 72 total 
beds, a number greater than the apparent unmet need. 
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SECOND AMENDMENT June 20, 2014 
If 140 beds exist, the population number needs to increase by the populations of 
both Greene and Washington Counties (200,773 in 2014), then 157 [157.24 
rounded] beds would be needed [216,484 + 89,173 + 17,728 + 200,773 = 524,158 x 
30 ÷ 100,000], and there would be an unmet need of 17 beds; however, as noted, 
the project is proposing 72 total beds, a number greater than the apparent unmet 
need.  
 
2018 TN population 219,300 + VA population 89,173 = 308,473 x 30 ÷ 100,000 = 93 
(92.54 rounded) 
 
If using the number of existing beds reported by the Applicant -- 12, and 93 are 
needed [219,300 + 89,173 = 308,473 x 30 ÷ 100,000], then it does appear that there 
is an unmet need of 81 beds and the proposed project would come close to meeting 
that need. 
 
AMENDED June 20, 2014 
If 40 beds exist, the population number needs to increase by the population of 
Bristol, VA (17,553 in 2018 [estimated]), then 98 [97.80 rounded] beds would be 
needed [219,300 + 89,173 + 17,553 = 326,026 x 30 ÷ 100,000], and there would be 
an unmet need of 58 beds; however, as noted, the project is proposing 72 total 
beds, a number greater than the apparent unmet need.   
 
SECOND AMENDMENT June 20, 2014 
If 140 beds exist, the population number needs to increase by the populations of 
both Greene and Washington Counties (209,964 in 2018), then 161 [160.79 
rounded] beds would be needed [219,300 + 89,173 + 17,553 + 209,964 = 535,990 x 
30 ÷ 100,000], and there would be an unmet need of 21 beds; however, as noted, 
the project is proposing 72 total beds, a number greater than the apparent unmet 
need.   
 
Tennessee Population Numbers by Age Category -- 18+ and 65+ -- CY2014 and 
CY2018 
 
2014 18+ Population for Tennessee Counties (Hawkins and Sullivan): 
 
175,764 x 30 ÷ 100,000 = 53 (52.7 rounded) 
 
2018 18+ Population for Tennessee Counties (Hawkins and Sullivan) 
 
184,934 x 30 ÷ 100,000 = 56 (55.5 rounded) 
 
2014 65+ Population for Tennessee Counties (Hawkins and Sullivan) 
 
44,484 x 30 ÷ 100,000 = 13 (13.3 rounded) 
 
2018 65+ Population for Tennessee Counties (Hawkins and Sullivan) 
 
50,355 x 30 ÷ 100,000 = 15 (15.1 rounded) 
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Tennessee Population Numbers by Age Category -- 0-17 years -- CY2018 
 
2018 0-17 Population for Tennessee Counties (Hawkins and Sullivan) 
 
34,366 x 30 ÷ 100,000 = 10 (10.3 rounded) 
 
Since the category of existing beds is not clear; in other words, it is not exactly 
known if the existing beds are adult psychiatric beds, gero-psych beds, child and 
adolescent beds, or chemical dependency beds; the calculations conducted above 
will not be conducted on these specific age category numbers. 
 
Applicant's Submitted Virginia Population Numbers (for the three-county area) by 
Age Category (date unknown) and Applying the Tennessee Bed Need Formula 
[population x 30 ÷ 100,000 [without adjusting for existing beds] 
 
Ages 5-14:  8,580 x 30 ÷ 100,000 = 3 (2.57 rounded) 
 
Ages 15-19:  5,250 x 30 ÷ 100,000 = 2 (1.57 rounded) 
 
Ages 19-64:  59,829 x 30 ÷ 100,000 = 18 (17.94 rounded) 
 
Ages 65+:  16,066 x 30 ÷ 100,000 = 5 (4.81 rounded) 
 
For these Virginia Counties, applying the Tennessee bed need formula, a bed need 
would be a total of 28 (after rounding), without adjusting for existing beds.  The 
Applicant reports that there are no known existing beds in these Virginia Counties. 
 
AMENDED June 20, 2014 
Conclusions About Applying the Bed Need Formula 
 
As you can see, many calculations, many different results.  The bottom line is not 
clear -- depending on which numbers and calculations are used when applying the 
bed need formula, there is either a need for additional beds equal to the number 
being proposed, slightly above the number being proposed, or much less than the 
number being proposed.  It should also be noted that if the Virginia population 
numbers changed or were adjusted based on estimated projections, rather than 
remaining constant as reported, there would more likely than not be additional 
differences in the calculations. 
 
Calculating Need By Looking at Statistics -- Applicant's Methodology and 
Department Findings 
 
When asked to provide the details regarding the methodology used to project 8,700 
patient days in Year 1 and 17,100 patient days in Year 2, the Applicant submitted (in 
Supplemental #1) statistical information from the Substance Abuse and Mental 
Health Administration's (SAMHSA's) National Survey on Drug Use and Health 
[published May 31, 2012] in which it was reported, from surveys conducted in 2008 
and 2009, that Tennessee has mental illness rates higher than the national average 
(21.46% versus 19.77%; 5.01% versus 4.62%).  The Applicant reports that it looked 
at the population of the service area, prevalence of mental illness and serious 
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mental illness to form its projections.  The Applicant states that it is important for the 
state to ensure adequate availability of mental health services so this population can 
receive needed psychiatric treatment.  The charts do not contain table headers, so it 
is not exactly clear to what these percentages refer; however, Department staff 
report that in 2010, only 5.26% of adults over the age of 18 were diagnosed with a 
serious mental illness in Hawkins and Sullivan Counties, a mid-range number in 
comparison to the rest of Tennessee's rural areas.  Further, Department staff report 
that in 2010, only 7.92% of adults over the age of 18 were diagnosed with a 
substance abuse disorder in Hawkins and Sullivan Counties, a mid-range number in 
comparison to the rest of the state.  Department staff also reported that in 2013, 
there were 44 admissions to a Regional Mental Health Institute (state-owned and 
operated) from Hawkins and Sullivan Counties combined while there were 642 
treatment admissions for substance abuse/addiction disorders.  Department staff 
researchers conclude that there is no need for adult inpatient beds in the proposed 
service area (including Virginia), there is no need for gero-psych beds in the 
proposed service area (including Virginia), there is a need for child and adolescent 
beds, but fewer than what is being proposed (18, not 28), and it appears that 
substance abuse treatment needs are higher in the proposed Tennessee service 
area.  
 
Utilization of Existing Resources 
 
Please see the discussion in Section C.3. 
 
Serving Voluntary, Involuntary, Uninsured, and Indigent 
 
As noted in Supplemental #1, the Applicant expects to contract with BlueCare, 
TennCare Select, and United Healthcare Community Plan.  Such relationships are 
not yet in place since this application is for a new facility.  Also in Supplemental #1, 
the Applicant clarified its earlier statement that it would not be able to accept adult 
TennCare admissions by noting that its belief that the IMD (Institutions for Mental 
Disease) provisions would keep it from being able to accept adult TennCare 
admissions was incorrect, and the Applicant confirmed with representatives from 
TennCare that it will be able to accept adult TennCare admissions.  Further, in 
Supplemental #1, the Applicant was asked to discuss if involuntary admissions and 
the uninsured would be transferred to private psychiatric hospitals that have 
expanded contracts with the Department.  The Applicant reports that it would be 
open to contracting directly with the Department to accommodate this patient 
population.  When asked if it would accept uninsured persons that would have been 
served by the State's now-closed Lakeshore Mental Health Institute, the Applicant 
responded that it would be open to contracting directly with the Department to 
accommodate these individuals.  Question #21 in Supplemental #1 asks if an 
uninsured individual is admitted involuntarily and is then enrolled in TennCare, will 
the Applicant need to transfer the patient to another facility since adult TennCare 
patients cannot be accepted.  The Applicant's response of "It is our belief that there 
is a very high probability that the individual would be stabilized and no longer be 
involuntary in the time that it would take to enroll in TennCare" raises some concern 
about the Applicant's understanding of 'involuntary' and the involuntary commitment 
process.  The Applicant reports that it will provide appropriate care to all patients 
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regardless of their ability to pay and that the care will be limited to the appropriate 
scope of a psychiatric hospital. 
 
 
2. Economic Feasibility 
 
The cost of the proposed project appears to be reasonable and the project can be 
completed in a timely manner.  The Applicant indicates that funding for the project 
will be developed with the assistance of Dobbs Management Services, LLC and the 
project will be funded through cash, a credit line with Fifth Third Bank 
(documentation submitted in Supplemental #1) and net cash flows from existing 
operations (documentation submitted in Supplemental #1).  It is reported that 
Strategic Behavioral Health, LLC, the parent company of the Applicant, is a "well-
capitalized, financially successful psychiatric hospital development and management 
company" who had a consolidated annual net revenue of approximately $50.7 
million as of December 31, 2012.  As noted earlier, Strategic Behavioral Health, 
LLC, the parent company of the Applicant, operates seven (7) psychiatric hospitals 
through subsidiaries in Colorado, Nevada, New Mexico, and North Carolina and has 
another facility under development in College Station, Texas.  Since the application 
under review is for a new facility, there is no historical data for revenue and 
expenses.  Overall, adequate funding appears to be available and projected gross 
operating revenue of $14,154,600.00 in Year 1 and $28,023,800.00 in Year 2, and 
adjusted Net Operating Income of $676,853.00 in Year 2 (a loss of $1,334,340.00 is 
reported for Year 1) appear to be sufficient to ensure the economic feasibility of the 
project.  The Applicant reports that its financial analysis has taken into account any 
short-term losses that may occur during ramp-up and it is confident that financial 
viability will be ensured within two years and positive cash flow will develop in the 
second year.  The Applicant attributes this to the parent company's experience in its 
numerous other hospitals and the hospital projects it has completed over the last 
eight years. 
 
Ownership and Management 
 
As noted, the Applicant, SBH-Kingsport, LLC, is a wholly owned subsidiary of 
Strategic Behavioral Health, LLC, whose majority ownership are the owners of 
Dobbs Management Services, Inc.  Strategic Behavioral Health, LLC, is an inpatient 
psychiatric hospital company based in Memphis, Tennessee with seven (7) 
psychiatric hospitals through subsidiaries in Colorado, Nevada, New Mexico, and 
North Carolina and another facility under development in College Station, Texas.   
 
Expected Cost and Alternatives 
 
The Applicant reports a total estimated project cost (Application, Page 20) of 
$11,717,915.00 (excluding the CON application filing fee); with construction costs of 
$8,000,002.00; preparation of site costs of $675,000.00, architectural and 
engineering fees of $267,000.00, acquisition of site costs of $925,000.00; moveable 
equipment costs of $100,000.00; fixed equipment costs of $660,000.00; and 
financing costs and fees of $787,607.00.  The Applicant reports that it reviewed the 
closing of psychiatric beds in the broader East Tennessee area, including Indian 
Path Pavilion, and is "confident that there are no less costly, more effective, more 
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efficient ways of providing the benefits of inpatient psychiatric beds other than by 
constructing a new facility."  The Applicant reports that freestanding psychiatric 
hospitals operate on a "significantly lower cost per patient day than acute hospital 
psychiatric units or state-run psychiatric facilities."  The Applicant also reports that 
since there are no other freestanding psychiatric hospital facilities in the proposed 
service area, sharing facilities is not likely to occur. 
 
Revenue and Expense Information (including Projected Utilization Numbers and the 
Methodology Used to Calculate Utilization Numbers) 
 
Since the application under review is for a new facility, there is no historical data to 
review.  The Applicant reports, on Page 24, that projected utilization data in Year 1 is 
8,700 patient days and 17,100 patient days.  There is no current charge schedule 
since this application is for a new facility.  The Applicant submitted (Page 25) a 
proposed gross charge for the average inpatient charge per day of $1,578.00.  The 
charge is the same for adult psychiatric, gero-psych, child and adolescent, and 
chemical dependency.  In Supplemental #1 it is reported that the average net charge 
per inpatient day is approximately $550.00, with the average deduction from gross 
operating revenue of approximately $1,028.00.  Upon request to provide 
comparative charges to Woodridge Psychiatric Hospital (Washington County, 
Tennessee), in Supplemental #1 the Applicant reports that the 2012 Joint Annual 
Report (JAR) shows that Woodridge's per day charge appears to be $2,214.00, 
derived by dividing its reported gross charges for inpatient care ($47,218,094.00) by 
the number of reported inpatient days (21,329). 
 
Applicant's Methodology and Department Findings 
 
When asked to provide the details regarding the methodology used to project 8,700 
patient days in Year 1 and 17,100 patient days in Year 2, the Applicant submitted (in 
Supplemental #1) statistical information from the Substance Abuse and Mental 
Health Administration's (SAMHSA's) National Survey on Drug Use and Health 
[published May 31, 2012] in which it was reported, from surveys conducted in 2008 
and 2009, that Tennessee has mental illness rates higher than the national average 
(21.46% versus 19.77%; 5.01% versus 4.62%).  The Applicant reports that it looked 
at the population of the service area, prevalence of mental illness and serous mental 
illness to form its projections.  The Applicant states that it is important for the state to 
ensure adequate availability of mental health services so this population can receive 
need psychiatric treatment.  The charts do not contain table headers, so it is not 
exactly clear to what these percentages refer; however, Department staff report that 
in 2010, only 5.26% of adults over the age of 18 were diagnosed with a serious 
mental illness in Hawkins and Sullivan Counties, a mid-range number in comparison 
to the rest of Tennessee's rural areas.  Further, Department staff report that in 2010, 
only 7.92% of adults over the age of 18 were diagnosed with a substance abuse 
disorder in Hawkins and Sullivan Counties, a mid-range number in comparison to 
the rest of the state.  Department staff also reported that in 2013, there were 44 
admissions to a Regional Mental Health Institute (state-owned and operated) from 
Hawkins and Sullivan Counties combined while there were 642 treatment 
admissions for substance abuse/addiction disorders.  Department staff researchers 
conclude that there is no need for adult inpatient beds in the proposed service area 
(including Virginia), there is no need for gero-psych beds in the proposed service 
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area (including Virginia), there is a need for child and adolescent beds, but fewer 
than what is being proposed (18, not 28), and it appears that substance abuse 
treatment needs are higher in the proposed Tennessee service area.  
 
 
3. Contribution to the Orderly Development of Health Care 
 
Licensure 
 
Since the Applicant is applying for a new facility, there is no current license.  If the 
project is approved, the facility would be licensed by the Department of Mental 
Health and Substance Abuse Services.  The Applicant has indicated that it will seek 
appropriate licensure, certification, and accreditation for the proposed facility.  The 
Applicant states that it will meet all applicable licensure regulations of the licensing 
agency (TDMHSAS) as well as any required by the Department of Health.  Further, 
the Applicant reports that it intends to be accredited by the Joint Commission.  The 
Applicant also states that it will meet all applicable licensure for personnel and 
staffing requirements for inpatient psychiatric facilities and understands and has 
reviewed all licensing and certification requirements of the State of Tennessee for 
medical or clinical staff.   
 
Staffing and Reported Salaries 
 
The Applicant submitted Anticipated Staffing Patterns for "Build Year" and "Year 2" 
on unnumbered pages of the main part of the application and a staffing chart 
submitted in Supplemental #2 that shows FTEs by position type.  The Applicant 
reports that it will have sufficient access to human resources needed for the project.  
In Supplemental #1, the Applicant explains that the parent company has prior 
experience building and staffing new hospitals across the United States and will use 
an employee search service should it become necessary to look outside the service 
area for employees and will be able to attract qualified, well-trained professionals 
who will live and work in the service area.  While it is difficult to follow the staffing 
pattern due to formatting and the use of some acronyms, it does appear that the 
reported staffing plan would meet the TDMHSAS licensing requirements for this type 
of facility.  Department staff were not able to find the requested comparison of 
clinical staff salaries in the proposal to prevailing wage patterns in the service area 
as published by the Tennessee Department of Labor and Workforce Development 
and/or other documented sources (#3 on Page 27 of the application).  While the 
submitted Anticipated Staffing Patterns for "Build Year" and "Year 2" do show what 
appear to be hourly rates per position type, there is no corresponding comparison to 
prevailing wage patterns.  The Projected Data Chart shows total expenses for 
"Salaries and Wages" of $3,388,492.00 (Year 1) and $5,628,936.00 (Year 2) with 
$105,000.00 listed for "Physician's Salaries and Wages" for Year 1 and the same in 
Year 2.  This data is insufficient to make the requested comparison, so it is not clear 
if the proposed salaries are reasonable in comparison to prevailing wage patterns.  
In response to Question #33 in Supplemental #1, a chart showing "Position" and 
"Median Wage" for three (3) positions [RN, Mental Health Counselor, and 
Healthcare Support Workers] was provided, but the "Median Wage" is an annual 
amount, so is an inappropriate comparison to the hourly wage supplied by the 
Applicant and a full comparison for each position type was not submitted, so it is not 
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clear if the proposed salaries are reasonable in comparison to prevailing wage 
patterns.  Supplemental #1 contains several questions and Applicant responses 
related to staffing.  A review of those questions and the Applicant's responses show 
that the Applicant does intend to meet the staffing requirements of the Department 
(TDMHSAS) and staff all units as appropriate for patient acuity levels and that 
staffing will increase to cover special observations. 
 
Upon request, the Applicant submitted in Supplemental #1 a licensure survey report 
on one of its facilities.  The Applicant submitted a "Statement of Deficiencies and 
Plan of Correction" document, dated January 13, 2014, from the Nevada 
Department of Health and Human Services, Division of Public and Behavioral Health 
in which a deficiency related to having unqualified or unlicensed personnel was 
substantiated after an investigation in November, 2013.  The deficiency was later 
corrected, but it is hoped that similar staffing issues do not occur in Tennessee. 
 
Effect on Existing Providers and Resources 
 
Please see the HSDA Staff Summary for an assessment of the impact of the 
proposed project on Woodridge Psychiatric Hospital, a facility in Washington County, 
Tennessee that has a 65% market share in the Tennessee portion of the Applicant's 
service area.  Department staff agree with those findings. 
 
As noted previously, there are concerns that the scope and size of the proposed 
project will have a negative impact on existing resources in contiguous counties that 
are economically linked to those of the proposed project, which would be disruptive 
to the overall delivery of services in the area.  If existing resources are not being 
used to their fullest, in other words are underutilized, it raises the question of 
whether additional resources are needed. 
 
The Applicant reports that there are no freestanding inpatient psychiatric facilities in 
the proposed service area, particularly since the closure of Indian Path Pavilion 
(sometime in 2009).  The Department does not disagree.  However, this does not 
mean that there aren't any resources or services available to those with mental 
illness and/or substance abuse disorders.  The Department's understanding of the 
closure is that it closed because of underutilization and lack of demand for inpatient 
psychiatric services and that there were, and are, sufficient other resources and 
services to meet the mental health needs of the individuals in the Upper East 
Tennessee region.   
 
The Applicant was asked to revise its responses to the Project Specific Criteria for 
Psychiatric Inpatient Services to include data on other inpatient facilities that have 
Hawkins and Sullivan Counties in their designated service area since that will impact 
the bed need for the proposed service area.  In Supplemental #1, the Applicant 
responded that it is not required to analyze data of providers not located in its 
proposed service area.  Department staff respectfully disagree with the Applicant's 
response.  In order to assess the extent and true impact on existing resources and 
providers, it is important to review the data of those whose patient population comes 
from the counties in which one seeks to establish new services or build a new 
facility.  If there are existing providers and resources that also serve the proposed 
service area, there will more likely than not be an impact on those providers and 
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resources.  The extent of that impact should be evaluated and assessed. Asked 
another way in Question #32 of Supplemental #1, the Applicant was asked how the 
project will impact the utilization of similar providers, especially those who claim 
Hawkins and Sullivan Counties in their service area.  The Applicant responded that 
"Utilization of ... other inpatient psychiatric providers not in the service area has 
already been accounted for in the projections for this project.  The elimination over 
recent years of inpatient psychiatric beds ... demonstrate[s] the continuing need for 
additional inpatient psychiatric beds in this service area."  Department staff 
respectfully disagree with the Applicant's response -- the elimination of inpatient 
psychiatric beds does not necessarily "demonstrate the continuing need for 
additional inpatient psychiatric beds", but may indicate that other services are 
sufficiently addressing the need and there may be alternatives for those with mental 
illness and/or substance abuse disorders.   
 
On Page 16 of the application, the Applicant reports that the proposed project will 
not have an impact on the existing twelve (12) beds (at Bristol Regional Medical 
Center in Bristol, TN) given the "complete absence of these services in the Kingsport 
area currently, or in any of the other counties in the projected service area."   
 
Letters of Support or Opposition 
 
TDMHSAS staff is aware of letters of support as well as letters of opposition.  
Several letters of support are in favor of the project because there are waiting lists at 
the existing mental health resources; the location of existing resources are outside 
the community, which makes family involvement more difficult; and services are 
being provided in, in their words, inappropriate places (emergency rooms, jails).  The 
opposition will present its views at the June meeting. 
 
Working Relationships with Existing Health Care Providers and Participation in the 
Training of Students (Internships, Residencies, Etc.) 
 
Since this is an application for a new facility, there are no transfer agreements in 
place, no working relationships with existing health care providers, and there is no 
current participation in the training of students through internships, residencies, and 
other such programs, but the Applicant reports that it has plans to have transfer 
agreements with local area hospitals such as Wellmont Holston Medical Center in 
Kingsport and the parent company has a history of working with all agencies and 
other providers to provide a "collaborative process to analyze and reduce barriers to 
access and service delivery".  In Supplemental #1, the Applicant reports that it 
intends to have a working relationship with the area mobile crisis teams such as 
those at Frontier Health, but notes that in a meeting in October 2013 members of 
Frontier Health indicated that there is not a problem getting patients placed.  The 
Applicant points out that at that time, Washington County was included in the 
proposed service area, and has since been excluded from the proposed service 
area, and that members of Frontier Health also indicated that if the project were 
completed and quality clinical programming would be provided, Frontier Health 
would work with the Applicant.  The Applicant reports that it plans to participate in 
the training of students and is open to collaborating with area nursing schools and 
other healthcare training and education providers.   
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